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PANNING FOR GOLD
Smaller local firms that attempt to market audit 
and accounting services in traditional ways are 
often at a disadvantage when competing with large 
CPA firms. The traditional marketing methods typ­
ically include offering balance-sheet-oriented 
audits and management letters, etc., at fees that are 
often close to or below margin, and providing sales 
training to a reluctant professional staff. Often, this 
training causes resentment and resistance on the 
part of staff members who, before long, return to 
their old ways of operating.
One solution is for smaller CPA firms to select 
market niches and then to position themselves in 
ways that attract clients who are seeking advice in 
managing their businesses. Initially, such relation­
ships will be based on consultation services which 
tend to be less susceptible to fee pressures than 
many traditional services. With the proper tech­
niques, niche marketing can help smaller firms 
compete on a more equal footing and capitalize on 
their inherent strengths.
How to select your target niche
The key to fairly predictable, significant firm 
growth is to be perceived as being different from 
and better than the competition in some important 
aspects. Market segments are affected in different 
ways and at different times though, by tech­
nological, competitive, regulatory, and economic 
changes. The choice of an industry market niche, 
therefore, can have a significant impact on the 
long-term profitability of a practice. Selection of 
the wrong niche or wrong type of client can be 
costly.
The selection process is an evolutionary one that 
starts with the examination of existing industries 
according to their four-digit SIC code. As a rule of 
thumb, you want to select a niche that is relatively 
stable and not dominated by any of your com­
petitors. It is helpful, too, if you already have a client 
base and contacts in the area you select. In addition, 
attention should be directed to those areas you can 
most readily penetrate and serve by consultations.
The first step, then, is to identify the industries 
you presently serve. This is easy if you have already 
classified clients by the SIC numbers. Compute the 
total revenue produced by all clients in each group 
for the most recent twelve-month period, and deter­
mine which are your primary and secondary indus­
tries. (The primary industries will be those that 
constitute a relatively large percentage of the firms 
total revenues.)
When choosing an industry market niche, it is 
important to estimate the potential for future 
growth among primary- and secondary-industry 
candidates. Your goal should be to focus on primary 
industries that have a high growth potential.
One source for estimating growth potential is a 
publication called Predicasts that is usually avail­
able in the business reference sections of major 
libraries. Professional and industry associations 
also have considerable information regarding the 
growth trends of the interests they represent. Such 
information can be useful to you in determining the 
size of potential niches. And, of course, you will 
want to talk to your very best clients to obtain their 
input. →
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Putting the cart before the horse
An effective way to select a niche is to develop a 
preferred, prospective-client profile. In other 
words, you would decide what characteristics 
would make a new client desirable. The profile 
might include clients who pay the full per-diem rate 
on time; who have experienced fairly rapid growth 
or have the potential for growth; who have good, 
effective management; who maintain a good 
accounting staff; and who are highly visible within 
their industries. From this profile, identify two or 
three factors common to these clients—factors that 
really set them apart from all others—and mark 
them with an asterisk.
Now give some thought to characteristics that 
make clients undesirable. What is it about their 
attitudes, management styles, operating pro­
cedures, etc., that you don’t like? Some typical 
undesirable characteristics might be clients who 
don’t follow their CPA’s advice, lag behind their 
industries in growth, haggle over fees, or seek unrea­
sonable services.
You have now prepared a valuable profile—a cur­
rent picture of the type of client you want to attract. 
You can use this profile in several ways, including 
briefing staff, developing new-client acceptance 
guidelines, focusing on preferred targets, and edu­
cating referral sources. The last-named use is par­
ticularly important. Professionals are apt to tell 
referral sources, "If you have any leads, please send 
them my way.” This is not the way to obtain desir­
able clients. Far better to (be able to) specify the 
type of client sought.
Establishing the selection criteria
Ideally, you will want to serve at least two market 
niches that have counterbalancing business­
activity cycles. This will lessen the effect of any 
unexpected variances on your firm and enable you 
to better balance the workload. There are many 
criteria that can be used in the selection of market 
niches, but I believe the following are among the 
most important. Consideration should be given to 
the
□ Number of key clients, referral sources, and 
contacts currently in that industry.
□ Nature of your competition.
The Department of Educations Policy 
On Site Visits by Auditors
The U.S. Department of Education Office of 
Inspector General (OIG) has recently issued its 
policy on the necessity of site visits by indepen­
dent public accountants performing audits of 
the department’s student financial assistance 
(SFA) programs. The OIG has determined that 
the audit standards and SFA audit guide 
require that the auditor perform audit pro­
cedures at the institution being audited either 
during the audit itself or during the audit 
period, even in those situations where all or 
most of the institution’s records are main­
tained by a consultant or service bureau. The 
timing, nature, and extent of the site visit can 
be based upon the internal controls of the 
institution or service bureau.
Auditing standards would allow an excep­
tion to the above policy, under some condi­
tions, where an audited institution has multi­
ple locations under a single ownership, and a 
consolidated report is being issued. In those 
cases, the frequency of visits to the various 
locations could be based on the materiality of 
the program at a single location in relation to 
the total federal aid subject to audit and the 
risk of not conducting any procedures at a loca­
tion where the program is not material. How­
ever, the OIG believes that there should be a 
visit to every location over a reasonable period, 
with at least a preliminary review at every 
location in the first year of the audit engage­
ment. Copies of this policy can be obtained 
from the OIG regional audit offices.
□ Industry’s present and estimated future growth 
trends.
□ Interests of key personnel in your firm.
□ Potential for utilizing the technology that is 
developed to serve clients in related industries.
□ Estimated costs of identifying and contacting 
targets.
(Continued on page 8)
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It’s Time to Serve
Small Business (Part 2)
The first part of this article discussed some of the 
problems of small businesses, and what CPAs could do 
in order to have an impact on clients operations. 
Counseling clients is the next step.
The failure warning systems
Plans, budgets, and textbook management systems 
are still at the mercy of the human element. To be 
effective, good advice must be heeded.
CPAs who are interested in developing a small­
business MAS practice should learn to read the sig­
nals of a failing or marginal business and should 
point them out to every client for whom they do a 
tax return or financial statement. Such counsel can 
lead to higher income for both CPA and client.
Consider some of these signals that might be spot­
ted during a brief visit to the clients premises, or 
during a ten-minute review of the quarterly finan­
cial statement:
□ Disorganized physical plant. Clutter and 
unkempt appearance are often indications that 
management’s entire business philosophy 
lacks organization. Well-run businesses are 
usually neat, organized, and pleasant to visit.
□ The workaholic mentality. While some people 
may love eighty-hour work weeks, most small­
business owners put in long hours because they 
have not learned to manage time and to dele­
gate responsibility and authority.
□ Late payers. A long list of overdue bills may 
indicate that cash flow is amiss. Small busi­
nesses need a twelve-month cash-flow forecast 
to help them meet objectives.
□ Lack of answers. Entrepreneurs who can’t iden­
tify their average monthly balance of outstand­
ing receivables, or gross profit margins on key 
product lines, are probably running their busi­
nesses on intuition rather than facts. Chances 
are, they have not delegated work efficiently 
and have not set up systems to track vital areas 
of business performance.
□ Insufficient (or nonexistent) advertising. Most 
small operators have no written sales develop­
ment plan. The MAS adviser should see that 
promotional dollars are allocated in the annual 
budget and used in a rational and, if possible, 
measurable fashion. A business with no formal 
promotional activity is headed for stagnation 
or even failure.
□ COD payouts. In some businesses, such as res­
taurants, cash payments to suppliers are com­
mon. Most operations, however, resort to COD 
payments only when vendors shut off their 
credit.
Adopting a new focus
CPAs who spend time at clients' places of business 
and who consciously look for failure signs will find 
that identifying management problems, and the 
symptoms of these problems, soon becomes part of 
their business instincts. Successful MAS counsel­
ing, however, cannot be accomplished unless the 
CPA possesses sharp people-to-people skills. Advis­
ing small businesses requires salesmanship, diplo­
macy, perseverance, and empathy. It is easy to point 
out errors in accounting principles. It is not easy to 
recommend firing a brother-in-law or selling the 
company Mercedes.
To effectively assist small business, CPAs must 
learn to think like entrepreneurs and understand 
the ego and rewards that motivate them. →
Practice Management and Small Firm 
Conference Reminders
The AICPA’s annual series of practice manage­
ment and small-firm conferences begins next 
month. The dates and programs are as follows:
□ Practice Management—West, on July 
20-22 at the Fairmont Hotel, San Fran­
cisco, California. Topics include manag­
ing for organizational effectiveness, lead­
ers and the new competitors, partner 
compensation, funded retirement plans, 
micro auditing, marketing, and buy-sell 
agreements.
□ Practice Management — East, on 
November 4-6 at the Capital Hilton, 
Washington, D.C. Topics include profes­
sional advertising, positioning the firm 
for an upstream merger, the problems of 
rapid growth, turnover—closing the 
revolving door, recruiting, and executive 
communication.
□ The Small Firm Conference will be held 
on two dates in two different locations: 
August 20-21 at the Hyatt Regency in Bal­
timore, Maryland, and October 22-23 at 
Bally’s Hotel in Las Vegas, Nevada. Topics 
include how to increase your bottom line; 
improving your firm’s quality of worklife; 
shaping your practice to fit you; partner 
communication; computer applications, 
marketing, and how to recruit and retain 
staff in the small firm; and projecting a 
positive professional image.
For more information, call the AICPA’s 
industry and practice management division: 
(212) 575-3814.
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One of the best ways to develop small-business 
MAS counseling is to concentrate on niches. A firm 
well known for audit or tax work with automobile 
dealers, for example, is in an excellent position to 
help those dealers with management problems. 
With persistent networking, the CPA can build an 
MAS client base in that market niche.
Many CPA firms have taken an active role in the 
programs of the Small Business Administration and 
local chambers of commerce. It is surprising how 
quickly a professional can spread the gospel of good 
management by addressing business dinners, semi­
nars, and night-school courses.
There seems to be a growing awareness among 
small businesses that MAS counseling works. We 
CPAs can either fill the demand for these services or 
others will. To support the growth and prosperity of 
small business, we must assume a leadership role 
and help entrepreneurs understand the value of 
what we can offer. The typical owners of small busi­
nesses may want management advice from their 
CPAs, but they seldom reach out for it. They must be 
convinced—sold on the idea. And in the end, they 
must adopt an attitude of trust and reliance toward 
their CPAs. □
—by Philip L. Wiggle, CPA 
Amherst, New York
Dates Set for AICPA Firm 
Administrators Conferences
Both partners and administrators may wish to 
note the dates of this year's AICPA Firm Admin­
istrators conferences. They will be held on
□ November 16-17 at the Hyatt Regency 
Hotel, Cambridge, Massachusetts.
□ December 10-11 at Le Meridien Hotel, New 
Orleans, Louisiana.
This year, the conferences will feature an 
administrative panel to field questions from 
participants, and concurrent sessions on the 
administrator's role (for firm partners), special 
problems at large and small firms, computer 
resources, and telecommunications. In 
another session, a firm administrator and a 
firm marketing director will present their 
views on the administrators role in marketing.
Insuring the Lives of Recovering Alcoholics 
People recovering from chemical dependency often 
face a dilemma regarding the purchase of life insur­
ance. If they acknowledge their past problems, they 
may be denied coverage or be required to pay 
extremely high premiums. If they deny their past 
dependency, they not only risk discovery and proba­
ble settlement adjustments, but will also be in 
opposition to the counseling they have been receiv­
ing in recovery programs.
Because of these difficulties, two "recovering" 
alcoholics founded an insurance agency—the Ren­
aissance Group—just over two years ago, specifi­
cally to obtain life, health, and disability insurance 
policies at standard rates for their qualified 
"recovering” peers.
The principals first spent about two years gather­
ing actuarial statistics to prove that people who 
qualify as "recovering” chemical dependents are at 
least as good a risk, regarding alcoholism, as the 
general population. Once they had these statistics, 
Kemper Life Insurance Co. of Long Grove, Illinois, 
offered its full portfolio of insurance products.
To qualify as “recovering” alcoholics and obtain a 
standard policy through the Renaissance Group, 
applicants must have maintained at least two years 
of sobriety and must regularly attend support group 
meetings. On occasion, the agency may also require 
applicants to file corroborative letters from friends, 
employers, and physicians attesting to the con­
tinuing recovery.
The Renaissance Group offers all varieties of indi­
vidual life insurance, as well as health and dis­
ability, although at present these involve consider­
ably more stringent qualifications. Recently, the 
agency developed a Group Term Life plan which is 
now offered to "recovering” members of the Amer­
ican Council on Alcoholism. In addition, Disability 
Income will be test marketed this summer.
For financial professionals, the Renaissance 
Group offers solutions to problems involving insur­
ance and "recovering" chemical dependents in areas 
such as venture capital security, buy-sell agree­
ments, and matrimonial settlements. According to 
some sources, over 50 percent of these settlements 
include insurance and over 30 percent of divorces 
involve active alcoholism.
The agency promises 100 percent peer group con­
tact, and in the last eighteen months has created a 
national network of "recovering" insurance profes­
sionals with full-time representation in twenty-six 
states and, at least, part-time support in almost 
every state. The Renaissance Group has developed a 
marketing technique to reach anonymous peers and 
has created a mechanism with which to guarantee 
confidentiality. □
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New Software Package—The Audit 
Program Generator
The AICPA recently announced a software program, 
“The Audit Program Generator" (APG), that is 
designed to help CPAs plan effective audits. Because 
the system was developed expressly for this pur­
pose, it requires only a few decisions on the part of 
the user to create customized audit programs from 
scratch or from the audit program in the AICPA 
Audit and Accounting Manual.
With APG, you can easily
□ Create full-text audit programs in an outline 
format.
□ Add, delete, modify, move, and edit audit steps 
in existing programs. APG will automatically 
renumber the steps.
□ Build a library of audit programs in an elec­
tronic format that can be tailored later for spe­
cific client situations.
□ Tailor your printed output to conform to your
organizations standard format.
□ Use your library of existing programs as a star­
ting point for creating audit programs for new 
clients.
□ Print clean audit programs tailored to each 
clients specific situation.
To help users get off to a fast start, the entire 
section 5400 of the AICPA Audit and Accounting 
Manual is contained on one of the diskettes. These 
audit programs may be copied and modified to meet 
specific needs.
APG is programmed for use on IBM personal com­
puters and compatible equipment. The AICPA will 
provide technical support to users who call the 
Institutes technical information division.
To order APG, call the AICPA order department 
toll free: 1-800-344-6961 (in New York State, call 
1-800-248-0445). The product (#016102) will be 
available in late June for $156 to AICPA members 
and $195 to nonmembers. □
Practicing CPA, June 1987
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The Alternatives to Litigation
With the number of cases against CPAs continuing 
to grow, litigation has become increasingly burden­
some for them. An aggressive defense requires 
expensive legal services; the time and attention of 
professional staff are diverted from productive 
activity; business relationships may be disrupted; 
and the firm may suffer embarrassing publicity. Per­
haps the greatest burden, though, is the uncertainty 
that a fair result will be achieved because of the 
inability of judges and juries to grasp accounting 
and auditing concepts.
There are other approaches to the typical con­
frontational posture inherent in traditional litiga­
tion, however. The Alternative Dispute Resolution 
(ADR) movement, for example, emphasizes reach­
ing mutually advantageous solutions through the 
use of several cooperative techniques.
Arbitration is the most formal alternative dispute 
resolution technique and the only one that produces 
a binding resolution. Arbitration is authorized by 
statute. Lawsuits filed in contravention of an 
arbitration clause can be enjoined, and an award by 
an arbitrator is enforceable in court with limited 
judicial review.
Generally, no discovery is available. Thus, wit­
nesses cannot be forced to provide testimony and 
documents in advance of “trial," and legal chal­
lenges to the procedure are limited. This greatly 
reduces the expense of litigation but sacrifices full 
development of the facts.
Court-annexed arbitration is nonbinding arbitra­
tion required by the court. The procedure is being 
adopted in many state and federal courts, and as it is 
done in connection with a pending case, discovery is 
allowed. In some states, if the recommendation by 
the arbitrator is rejected, a party may be liable for 
its opponents attorneys fees if the ultimate resolu­
tion is adverse to that party. Studies have shown, 
however, that between 50 and 75 percent of the 
litigants accept the recommendation of the 
arbitrator.
Mediation is a process in which the parties to a 
dispute select a third party to help resolve it. The 
mediator does not make a decision but attempts to 
narrow the issues, and encourages both sides to 
reach their own resolution.
Minitrials have reportedly been successful in 
quickly settling complicated disputes between 
sophisticated parties. At a minitrial, senior execu­
tives of the parties hear abbreviated presentations 
of each side’s best case by both sides' attorneys, in 
the presence of a neutral observer. The executives 
then meet to try to reach a resolution. The success of 
minitrials is attributed to their providing a neutral 
and analytical assessment that forces litigants to 
confront the weaknesses in their cases.
Application of ADR to CPAs
Unlike litigation, ADR techniques are not com­
pulsory. Thus, accountants who are sued in normal 
litigation have to defend against the lawsuit and 
cannot avail themselves of ADR techniques absent 
some special arrangement, such as a specific agree­
ment. Consequently, ADR techniques will usually be 
restricted to disputes with clients, as opposed to 
third parties.
One approach would be for an accountant and a 
client to agree at the beginning of the relationship 
that any disputes between them will be determined 
by ADR procedures. Such an agreement could be 
included as one element of an engagement letter. 
Alternatively, it could be the subject of a separate 
arrangement with the client. "Dispute clauses” and 
arbitration provisions are frequently included in 
professional service contracts. The exhibit below 
contains two model ADR paragraphs for an engage-
Exhibit
Model arbitration paragraph
Any controversy or claim arising out of or relat­
ing to our engagement to (describe service, e.g., 
audit the company’s financial statements) shall 
be resolved by arbitration in accordance with the 
Commercial Arbitration Rules of the American 
Arbitration Association, and judgment on the 
award rendered by the arbitrator(s) may be 
entered in any court having proper jurisdiction.
Model general ADR paragraph
In the event of any dispute between us relating to 
our engagement to (describe engagement, e.g., 
audit the company’s financial statements; pre­
pare the company’s tax returns), we mutually 
agree to try in good faith to resolve the dispute 
through negotiation or alternative dispute resolu­
tion techniques before pursuing full-scale litiga­
tion.
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ment letter—one specifically for arbitration and the 
other for more general procedures.
Of course, implying that there could be serious 
disputes might not be the best way to start a client 
relationship. If this is a concern, it may be possible 
to suggest the use of ADR procedures after a dispute 
has arisen. In these circumstances, it is also likely 
that mediation or a minitrial would be the most 
useful procedure.
Although less easy to invoke when clients are not 
involved, and difficult to arrange in advance, the 
possibility of applying ADR procedures to disputes 
between CPAs and third parties should not be 
ignored. In many respects the incentives for third 
parties will be the same ones that in similar circum­
stances motivate CPAs and their clients—namely, 
prompt, less costly, and frequently better informed 
adjudication.
ADR resources
There are several organizations offering ADR ser­
vices, training, seminars, and educational pro­
grams. These include the Center for Public 
Resources, the American Arbitration Association, 
and the American Bar Association special commit­
tee on dispute resolution.
Over 200 corporations have signed a pledge pro­
posed by the Center for Public Resources that com­
mits the signatories to explore the possibility of 
resolving disputes with other signatories through 
negotiation or ADR techniques before pursuing liti­
gation. Subscribers retain their right to proceed 
with litigation if ADR fails.
ADR techniques will not be appropriate in every 
circumstance. In those instances, however, where 
the opponent is reputable, the issues complex, and 
the stakes high, flexible ADR approaches may pro­
vide a way for CPA firms to reach a fair result at less 
cost, and with less wasted time and embarrassment 
than they would through traditional litigation. [7]
Editor’s note: The above article is based on a paper 
prepared by the special committee on accountants’ 
legal liability.
QUESTIONS FOR THE SPEAKER
Q Participants at MAP conferences sometimes ask the speakers and panelists for their views 
on imposing restrictions on the length of time a 
partner can serve in a particular area of responsibil­
ity. How long a person should be responsible for the 
personnel function was one such question.
A The ability to manage personnel well is a skill that firms value highly. Most believe that a 
person should retain the personnel responsibility so 
long as he or she is effective in that position. A good 
personnel partner will have taken CPE courses, be 
knowledgeable of labor and related laws, and be 
cognizant of the factors that motivate staff. Many 
firms think it would be an error to change directors 
simply because of the passage of time.
Q How often do you give raises to staff? This question was also asked at a MAP conference.
A Practitioners who responded to this question mostly answered, "Yearly." H. W. Martin, a 
retired Rome, Georgia, CPA, points out, though, that 
the timing of raises depends less on the calendar and 
more on a staff persons progress. In addition, if 
economic conditions warrant it, more frequent 
raises might also be mandated by the rate of infla­
tion. This was the experience of many firms a few 
years back.
Although inflation is no longer a major issue and 
firms have returned to the practice of annual raises, 
as a general rule, some employees earn increases in 
salary at more frequent intervals. Good work should 
not have to wait a year for its reward, and Mr. Martin 
suggests that personnel partners review the prog­
ress of employees at least quarterly. Setting a few 
hours aside for this purpose may keep a good 
employee from leaving the firm.
While studies show that money is not the primary 
element in satisfying most employees, Mr. Martin 
believes that any experienced personnel director 
will attest to the fact that when the remuneration or 
increase is less than expected, money will become 
the number one factor. He says that anyone who has 
given an employee a raise that is smaller than has 
been the custom (or is less than expected), can 
remember some unpleasant times explaining it to a 
disappointed, and frequently irate, individual.
Salary increases should be tied to performance 
reviews. Firms should make it clear to each individ­
ual that a raise is not automatic but is a recognition 
of performance and achievement. When feasible, 
outstanding performance should quickly lead to 
additional compensation rather than the response 
being delayed for several months. [7]
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Panning for Gold (continued from page 2)
□ Costs of developing appropriate understanding 
of the industry and of the technology needed to 
provide support services.
□ Support and cooperation of partners.
You must also identify the resources you have on 
hand for serving a particular niche. For example, 
you should consider whether you can use existing 
relationships, that is, whether your current organi­
zation memberships would enable you to meet pro­
spective clients and contacts; whether you have 
sufficient industry data and information; what your 
current image and reputation are within the indus­
try; and what promotional techniques you could use 
to stimulate interest.
Making the decision
It would be nice if there were a simple formula for 
choosing a niche. Unfortunately, there isn’t one. 
Such decisions are of a qualitative, subjective 
nature. Even though you believe your analysis is 
correct, the decision must still "feel" right. The 
niche you choose must be one in which you are 
willing to commit time and resources so that your 
firm is perceived as being different and better.
Making the decision involves taking calculated 
risks. You must have confidence in your capability 
to serve that market, and you must be confident that 
prospective clients needs will result in work that is 
challenging to your staff, and services that are trans­
ferable to other clients.
As with any decision, there are opportunity costs 
involved. To invest time and resources and then have 
to decide whether or not to abandon a market niche 
that is not panning out as expected can be difficult. 
On the other hand, the decision not to pursue a 
particular niche can result in much second guess­
ing. So, get all the pertinent information that you 
can, analyze it thoroughly, then check it out again. 
Remember that either way, the decision you reach is 
important to the long-term viability of your prac­
tice. □





Editors note: This article is based on material in Mr. 
Connor's forthcoming book, Getting New Clients, to 
be published this summer by John Wiley and Sons, 605 
Third Avenue, New York, N.Y. 10158-0012.
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